
Investment Insights
Q&A: Multi-asset-multi-factor-strategies employ 
the full set of tools in our toolkit 
October 23, 2017 

At Invesco, investment 
professionals across different 
investment centers and regions 
work alongside one another to 
establish a meaningful multi-asset 
multi-factor investment process.

We asked four of them to join us for a roundtable discussion: Dr. Harald 
Lohre and Alexandar Cherkezov from Invesco Quantitative Strategies in 
Frankfurt, Jay Raol, Ph.D, from Invesco Fixed Income in Atlanta and Stephen 
Quance, Director of Factor Investing in Singapore.
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Q: What is your main motivation for investigating multi-asset multi-factor strategies?
Dr. Harald Lohre: At Invesco, we have a long history managing multifactor equity strategies, 
often as part of multi-asset mandates. Thus, expanding the concept to other asset classes 
seems only natural. In fact, there is a substantial amount of academic research showing how 
useful it is to extend factor investing beyond traditional equity.

Alexandar Cherkezov: Factor investing is highly transparent, and it is structured along the 
relevant drivers of risk and return. For bonds, this is probably more important than ever in 
the current environment: with bond yields hovering at record-lows, there is no place else to 
turn when it comes to delivering attractive levels of return.

Stephen Quance: I fully agree with Alexandar. Nevertheless, let me also stress that multi-
asset multi-factor investing should not be confined to periods of low interest rates. Striving 
for maximum diversification to pursue high risk-adjusted returns does not go out of fashion 
when rates are higher. Rather, a multi-asset multifactor strategy is in many ways the final 
frontier on the broad spectrum of factor utilization.

Q: How does your strategy differ from other multi-asset portfolios?
Jay Raol, Ph.D.: In our approach, securities are selected for their expected exposure to 
quantitative and evidence-based factors. At the core sits a body of research, much of it 
taken from academia, about asset pricing and market dynamics.

Stephen Quance: This approach is different from picking a security that you think is 
undervalued. It is more systematic in nature, more scalable. And, it becomes easier to 
maintain broad diversification at the security level. Factor investing should not be seen as 
a replacement for traditional alpha seeking strategies; there will always be a place in the 
market ecosystem for them. But, because the mentality, process and sources of returns 
come from different places, the return stream will likely be dispersed as well.

Q: What are the potential advantages of including multiple asset classes in a factor 
strategy? In particular, what makes you confident that factors can work in realms other 
than equities?
Jay Raol, Ph.D.: Why should risk premia and behavioral biases be limited to equity investors 
only? The data confirms that the rationale underpinning equity factors also apply to other 
asset classes. Three important equity style factors – value, quality and momentum – apply 
equally to fixed income. There is a strong economic rationale for all three, and they display 
statistical characteristics similar to the equity space. Together, this makes us confident in 
building our multi-asset factor library.

Dr. Harald Lohre: Factors often span traditional asset classes. For instance, equities and 
high-yield bonds often move together, or show positive correlations. If we identify a factor 
that helps capture this correlation, the resulting portfolio might exhibit superior risk and 
return characteristics compared to a standard asset class allocation that ignores common 
factors.

Stephen Quance: Yes, it’s like an extra degree of diversification that is harder to manage 
piecemeal. And, we all know true diversification is a powerful element of risk control.

Q: Diversification seems to permeate your work on multi-asset multi-factor strategies. 
But, isn’t purely risk-based allocation to assets and factors a rather passive approach  
to investing?
Alexandar Cherkezov: In fact, quite the opposite is true. For one thing, the overarching risk 
model requires a decent amount of active decision making. To start, we need to define the 
major asset classes and factors. Then, the underlying factor strategies themselves are active 
strategies that might significantly deviate from standard market investments.

Dr. Harald Lohre: And even though there is plenty of empirical evidence supporting the 
usefulness of style factors, there is only little evidence that these factors can be timed ex-
ante. Thus, a maximum diversification approach is a prudent choice.
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Q: Let’s move on to a different topic. With factor strategies gaining ever more 
popularity, aren’t you afraid that some of these factors might become too crowded?
Dr. Harald Lohre: We put a lot of effort into identifying economically meaningful factors that 
have a sound basis for adding value. We then consider the most effective way to capture 
them over the long-run. For instance, take value: we observe a value premium in the data 
using a number of different definitions for value, including book-to-market, earnings yield, 
cash flow yield etc. Equally important considerations are scalability, concentration and 
liquidity. With solid rationales and thoughtful execution, we maximize the likelihood of 
realizing positive premiums over time.

Jay Raol, Ph.D.: We are constantly iterating on existing factors to better refine their risk  
and return profiles. Markets are always evolving and adapting to innovations, including 
factor research. Therefore, we must continue investing in our own research process to stay 
at the forefront.

Q: Speaking of research: tell us about your current research agenda.
Jay Raol, Ph.D.: We have a formal process to review promising developments that could 
lead to improvements in our process. For instance, we are currently looking into using 
new data sets, like satellite imagery, and new algorithms, like machine learning. We are 
also looking to include macroeconomic factors, such as growth or inflation, which can 
complement style factors. Factors are an iterative research-driven process. Most of the  
work we do fails to bear fruit, but occasionally we find new breakthroughs that advance  
our capabilities.

Dr. Harald Lohre: Likewise, it is always important to research the interaction between 
factors. Understanding the drivers of a single factor might be interesting, but the full power 
of the approach is unlocked by combining investable factors that efficiently deliver
genuine return streams in a single portfolio.

Q: Turning to instruments: can a multi-asset multi-factor strategy only be implemented 
with derivatives? In other words: is long-short the only way?
Alexandar Cherkezov: Yes – and no. With long only positions, you can indeed build 
meaningful factor exposures, but they will also contain a considerable level of traditional 
market risk.

Jay Raol, Ph.D.: If you approach factor investing from a long/short perspective, the building 
blocks for portfolio construction are much less correlated, and you will be able to exploit the 
full potential of the strategy. Using derivatives is the most efficient way to implement such  
a strategy.

Q: If you were to quickly summarize the main appeal of multi-asset multi factor 
investing …
Stephen Quance: The concept is clearly designed to be a strategic holding. It is also 
expected to have low correlation to any single asset class, like stocks or government bonds. 
This is wonderful news when one asset class declines sharply. Investors simply need to have
realistic expectations, for instance, if stocks take off. The strategy shouldn’t be expected to 
keep up in the short term. Slow and steady is more the game plan here.

Dr. Harald Lohre: As multi-factor, bespoke and more complex solutions become 
increasingly commonplace, a logical question is: how far can this go? A multi-asset multi-
factor strategy utilizes all of our knowledge and experience with factor investing, and 
combines it with expertise in managing multi-asset strategies. By capitalizing on factor 
exposures across traditional asset classes, multi-asset-multi-factor strategies employ the full 
set of tools in our toolkit.

Thank you all very much!
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Important information

The opinions expressed are those of the authors or Invesco, are based upon current market conditions and are subject to change without notice. 

This publication does not form part of any prospectus. This document contains general information only and does not take into account individual 
objectives, taxation position or financial needs. Nor does this constitute a recommendation  of the suitability of any investment strategy for a particular 
investor. While great care has been taken to ensure that the information contained herein is accurate, no responsibility can be accepted for any errors, 
mistakes or omissions  or for any action taken in reliance thereon. Opinions and forecasts are subject to change without notice. The value of investments and 
any income will fluctuate (this may partly be the result of exchange rate fluctuations) and investors may not get back the full amount invested. Neither 
Invesco Ltd. nor any of its member companies guarantee the return of capital, distribution of income or the performance of any fund or strategy. Past 
performance is not a guide to future returns. This document is not an invitation to subscribe for shares in a fund nor is it to be construed as an offer to buy  or 
sell any financial instruments.  

 As with all investments, there are associated inherent risks. This document is by way of information only. This document has been prepared only for those 
persons to whom Invesco has provided it. It should not be relied upon by anyone else and you may only reproduce, circulate and use this document (or any 
part of it) with the consent of Invesco. Asset management services are provided by Invesco in accordance with appropriate local legislation and regulations.

 This should not be considered a recommendation to purchase any investment product. This does not constitute a recommendation of any investment 
strategy for a particular investor. Investors should consult a financial professional before making any investment decisions if they are uncertain whether an 
investment is suitable for them.

This document has been prepared only for those persons to whom Invesco has provided it for informational purposes only. This document is not an 
offering of a financial product and is not intended for and should not be distributed to retail clients who are resident in jurisdiction where its distribution 
is not authorized or is unlawful. Circulation, disclosure, or dissemination of all or any part of this document to any person without the consent of Invesco 
is prohibited. 

This document may contain statements that are not purely historical in nature but are "forward-looking statements", which are based on certain 
assumptions of future events. Forward-looking statements are based on information available on the date hereof, and Invesco does not assume any 
duty to update any forward-looking statement. Actual events may differ from those assumed. There can be no assurance that forward-looking 
statements, including any projected returns, will materialize or that actual market conditions and/or performance results will not be materially different 
or worse than those presented. 

The information in this document has been prepared without taking into account any investor’s investment objectives, financial situation or particular 
needs. Before acting on the information the investor should consider its appropriateness having regard to their investment objectives, financial situation 
and needs.

You should note that this information:

• may contain references to amounts which are not in local currencies;

• may contain financial information which is not prepared in accordance with the laws or practices of your country of residence;

• may not address risks associated with investment in foreign currency denominated investments; and

• does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. Investment involves risk. Please 
review all financial material carefully before investing. The opinions expressed are based on current market conditions and are subject to change 
without notice. These opinions may differ from those of other Invesco investment professionals. 

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose possession this marketing material 
may come are required to inform themselves about and to comply with any relevant restrictions. This does not constitute an offer or solicitation by 
anyone in any jurisdiction in which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or solicitation.
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